The objective of this study is to investigate the effect of regulatory changes on financial reporting quality and audit fees and to further test whether this effect was moderated by firm characteristics (i.e. abnormal audit fees, political connections and overlapping directorship) in Nigeria. This study utilized the data of 90 companies listed on the Nigerian stock exchange over the period [2008][2009][2010][2011][2012][2013]. Using Generalized Method of Moments (GMM) technique that takes into account the endogeneity nature of financial reporting quality and audit fees model, the results indicated that financial reporting quality improved in the regulatory changes period. However, abnormal audit fees, political connection and overlapping directorship deteriorated the effect. Accordingly, future regulatory reforms must be cognizant of these factors. Even though there are abundant empirical studies on financial regulatory changes and their effects on financial reporting quality, this study provides additional insights into the regulatory change literature by investigating how firm characteristics (abnormal audit fees, political connection and overlapping directorship) moderate the effect of regulatory changes particularly in Nigeria, one of the less developed and underresearched capital markets in the world. Further, the findings of this study are robust with respect to the issues of unobserved heterogeneity and endogeneity, which previous studies had failed to consider.
INTRODUCTION
A close relationship exists between corporate entity collapse and poor financial reporting practices resulting from governance failure. This argument is substantiated in light of reported cases like Enron, WorldCom, Global Crossing and a host of others too numerous to mention. Combined together, the effects of these scandals have contributed a lot to the credibility crisis rocking the accounting profession (Beattie, Fearnley, & Hines, 2013; DeFond & Francis, 2005) . Although good corporate governance and disclosure practices do not obligatorily ensure the continuous existence of companies, they do decrease the occurrence of business collapse arising from deceptive financial reporting resulting from the failure of corporate governance. Because of this, past and current legal reforms of corporate governance and financial reporting help to promote sound corporate governance principles. Two important reforms that have gained international prominence are the convergence to single financial reporting standards and the detailed prescriptive guidelines contained in the Sarbanes Oxley Act 2002 issued in the wake of Enron saga. Both reforms show significant regulatory changes in the history of accounting and audit practises around the world.
In Nigeria, the resulting effects of governance failure accentuated the debate on the role of corporate governance and accounting standards in contributing to the efficient functioning of the Nigerian capital market. Recently, the revisions of the code of corporate governance, the establishment of an accounting standard and enforcement body (FRCN) in 2011, and the adoption of IFRS in 2012 were financial regulatory initiatives embarked on in an effort to improve the country's financial reporting climate 1 . Despite the widely held belief that regulatory changes influence the quality of financial reports and drive cost, empirical studies examining the relationship between regulatory changes and reporting quality and audit fees have reported mixed results. For example, Aubert and Grudnitski (2012) and Barth, Landsman, and Lang (2008) observed improvement in the quality of financial information due to reduction in the magnitude of discretionary accruals under the IFRS regime.
In contrast, Ahmed, Neel, and Wang (2013) observed that reporting quality for a firm in a strong enforcement environment did not improve after IFRS adoption due to the inability of the mechanisms to absorb the flexibility effects of IFRS. Atwood et al. (2011) , using analyst forecast accuracy, noted that reported earnings under US GAAP are more informative than those reported under IFRS. Likewise, Cosgrove and Niederjohn (2008) reported that audit fees increased by 51% in the United States subsequent to the issue of the SOX, and R. Hoitash, U. Hoitash, and Bedard (2008) documented that the increment in audit fees varies with the severity in the internal control weakness disclosed by companies using internal control over financial reporting in the United State. On the contrary, Raghunandan and Rama (2006) observed that audit fees do not vary with material weakness disclosure. A possible explanation for the mixed findings arises from the differences in firm characteristics and country institutional qualities. Substantial evidence is available pointing out the limited role of accounting standards and that firm characteristics are important (Burghstahler, Hail, & Leuz, 2006 ; Daske & Gebhardt, 2006) . Ball, Robbins, and Wu (2003) , have suggested that the limitations imposed by firm reporting incentives and country-specific institutional qualities should be noted when observing the benefits/costs of regulatory changes. Ball, Robbins, and Wu (2003) , said that incentives of preparers and auditors influence financial reporting under a set of standards. Accordingly, the interaction between market forces and political forces in each jurisdiction affects financial reporting practices (Ball, Robbins, & Wu, 2003) . In the same vain, previous studies have pointed out that stringent regulatory rules are corrective actions supposedly embarked upon to strengthen reporting environment, which consequently will make audit work become more complex and too risky, thus causing a change to audit fees.
The previous state of financial reporting architecture in Nigeria, which provoked financial regulatory reforms in Nigeria and the call for testable hypotheses on drivers of sound corporate governance at firm level in Nigeria by Adegbite (2014) , provides the primary motivation for this study. The focus of this study is to investigate the moderating effect of abnormal audit fees, political connection and overlapping directorship on the relationship between regulatory changes, financial reporting quality and audit fees. While most studies in this area have emerged from industrialized nations, emerging economies are worth investigating given their growing contributions to the development of world capital markets. Past events have shown that the consequences of a weak-reporting culture now transcend national borders. The lack of adequate accounting disclosures and corporate governance practices is the main issue that contributed to the financial crisis that disrupted the capital markets of emerging countries in 1997 and 1998 (Greenspan, 1999) .
Although, Ball, Robbins, and Wu (2003), Burghstahler, Hail, and , and Daske and Gebhardt (2006) asserted that firm-level reporting incentives caused variations in the effect of regulatory changes. Prior studies, with the exception of Leung and Clinch (2014) , considered the effect of these regulatory changes using family-controlled companies in Hong Kong. Other studies focused on institutional differences on the cross-country level (Daske & Gebhardt, 2006) . Likewise, several studies starting from 1 Note that financial and corporate governance reforms reflected the international institutionalized model with no effort to fuse them with practical realities (Adegbite, 2014 Accordingly, this current study will focus on overlapping board directorships and politically connected firms, which prior studies have highlighted as being associated with severe agency problems as a proxy for firms reporting incentives and investigating the interaction of overlapping directorships with regulatory changes in Nigeria to how they affect audit fees and financial reporting quality. To the best of the researcher's knowledge, no empirical evidence is available that has investigated the effects of determinants of financial reporting quality as an explanatory variable in the audit fees model or audit fees as an explanatory variable in the financial reporting quality model. Studies, for instance, those of Kim, Liu, and Zheng (2012) and Mitra, Deis, and Hossain (2009) that included these explanatory variables in either the audit fees or financial reporting models treated both as exogenous. Treating these explanatory variables as exogenous might make the coefficient and standard error suffer from simultaneous equation bias. Empirical studies like Antle et al. 2 (2006) suggested that treating audit fees, non-audit fees, and financial reporting quality as endogenous variables was appropriate. In estimating the effect of regulatory changes on the audit market, the present study treats both variables as endogenous by using the dynamic panel data (GMM estimation method). Thus, the present study takes into consideration the various gaps in past studies highlighted in the discussion above.
HYPOTHESES DEVELOPMENT

Regulatory changes and FRQ
Events 3 in the last few years, which raised concerns about the effectiveness of financial reporting process, resulted in new regulatory initiatives designed to address these issues. Generally, financial reporting-and auditing-related regulatory enforcement guides preparers and auditors' judgments in drawing financial statements. Because the essence of any regulatory change is to improve the quality of a financial statement, this current study postulates that the reporting incentives of preparers and auditors will most likely change after regulatory reform resulting in the improved quality of reporting. This assertion is consistent with DeFond and Lennox (2011) who opined that auditors have an incentive to adopt audit measures that are of better quality in the presence of regulatory pressure to avoid penalties. For instance, preparers and auditors can use accounting bright-lines contained in a rule-based reporting regime to structure transactions (Schipper, 2003) . Then, later use these rules as justifications to avoid potential criticism for aggressive reporting (Benston, Bromwich, & Wagenhofer, 2006) . However, in the absence of bright lines, preparers and auditors are concerned with the burden of explaining their reporting choices to the regulators. Such is the case with IFRS, because IFRS involves using professional discretion and judgements on accounting measurement choices and estimates. Therefore, justifying aggressive financial reporting becomes difficult. In other words, the risks of being second-guessed for aggressive reporting by regulators and the resulting litigation costs shape preparers incentives not to engage in aggressive reporting (Agoglia, Doupnik, & Tsakumis, 2011) .
A few studies using an experimental design have explored preparers and auditors incentives in light of regulatory changes (Cohen et al., 2013; Jamal & Tan, 2010) . Cohen et al. (2013) examined the monitoring behavior of auditors under accounting standard types and the strength of external regulatory regimes. They used an experimental setting involving 97 auditors and their choice of lease classifications using two different regulatory regimes. They reported that, with respect to the strength of the regulatory regime, auditors were more likely to constrain aggressive reporting under a principle-based regime than under a rule-based based regime. This conclusion supported the findings of Agoglia, Doupnik, and Tsakumis (2011) who studied how the strength of internal enforcement mechanisms constrained the aggressive reporting of preparers under principle-based and rule-based standards. They found that CFOs were less likely to report aggressively under a less precise (more principles-based) standard than under a more precise (more rules-based) standard. Agoglia, Doupnik, and Tsakumis (2011) posited that a financial statement preparer would be less likely to engage in aggressive reporting using a less precise standard. Consistent with expectations, they found that financial statement preparers were less likely to report aggressively when applying IFRS. In another vein, Jamal and Tan (2010) tested whether auditor-reporting orientation influenced the reporting decisions of financial managers in principle-based and rule-based regimes. Overall, their findings revealed that a shift in auditors' reporting orientation toward principles enhances reporting quality in a principle-based regime.
Empirical findings from Dimitropoulos, Asteriou, Kousenidis, and Leventis (2013), Yi Lin, Chee, Seng, and Graeme (2012), and Barth, Landsman, and Lang (2008) provide further support. Dimitropoulos et al. (2013) reported that IFRS improves earnings quality. In another study, Chambers and Payne (2011) reported that the passage of SOX, which led to greater scrutiny of auditors and publicly listed companies, enhanced auditor's independence and the quality of reported earnings. Nelson, Elliot, and Tarpley (2002) reported that IFRS prevented the manipulation of financial results through transaction structuring. Extrapolating from the points discussed above, this current study expects that the risk of being second-guessed for aggressive reporting and the resulting penalties due to regulatory change will cause preparers and auditors to adopt procedures that improve reporting quality. As suggested in the process accountability theory, cognitive effort and attention to detail are exercised in producing financial statements. Preparers and auditors are more likely to agree on accounting choices that best reflect the true financial state of a firm. In Nigeria, the framework of FRCN, which added to the regulation of corporate reporting in Nigeria, meant that the organization could take consequential actions through its directorate on errant auditors and their clients. This oversight will incentivize them to improve on the quality of financial statements. Similarly, the adoption of IFRS could as well lead to high-quality reporting (Agoglia, Doupnik, & Tsakumis, 2011) . Based on this reasoning, the study current postulates the following hypothesis: H1: Regulatory changes will positively affect financial reporting quality. (2010) documented a positive association between absolute discretionary accruals and positive abnormal audit fees and no relationship with negative audit fees. In another interesting study, Asthana and Boone (2012) used both bargaining power and economic view to explain further the relationship between abnormal audits fees (still conditioned on sign) and audit quality.
They also found that clients paying abnormally high audit fees exhibited higher magnitude of discretionary accrual and will possibly meet or beat EPS suggesting that abnormally high audit fees lower financial reporting quality. However, contrary to Choi et al.'s (2010) findings, Asthana and Boone (2012) reported that absolute discretionary accrual and the probability of meeting or beating earnings forecasts increased with negative abnormal audit fees. This finding suggests that negative abnormal audit fees were due to the strong bargaining power of a client that undermines the ability of the auditor to conduct a high-quality audit. Using a sample of firms whose managers had an incentive to use discretionary accrual, Eshleman and Guo (2014) noted that auditors for clients with negative audit fees tolerated earnings management from their client. In a regulatory reform setting such as that which is the focus of the current study, Asthana and Boone (2012) and Mitra, Deis, and Hossain (2009) reported that the effect of the auditor-client economic bond on reporting quality was reduced in post-SOX, thus enhancing the independence of the auditor. This current study would as well expect that the effect of auditor-client economic bond on financial reporting quality should attenuate in the post-regulatory period. However, because the new regulation was not geared towards strengthening auditor's independence, the study does not expect the relationship to reverse.
This is because the issue of non-disclosure of non-audit fees persists and rejection of non-audit services is at the discretion of the auditor. A client retains the ability to pressure an auditor to tolerate questionable accounting practices. By not strengthening the independence of the auditor, the risk of a potential economic bond between auditor and client goes unchecked. Earlier on, Otunsanya and Lauwo (2010) had linked most corporate scandals in Nigeria to the excessive fees Nigerian auditors received. Noting that a collapse of a business occurred after an audit report was issued without any glimpse suggesting a threat to the company's existence indicates that auditor's independence has been compromised and financial quality battered. This current study argues that corporate reporting regulatory reforms done in isolation with respect to other pertinent issues will yield an ineffective result (Ball, 2006) . In line with the preceding conjecture, the study posits that:
H2: The interaction of regulatory changes with abnormal audit fees will negatively affect financial reporting quality.
The effect of regulatory changes and its interaction with political connections on financial reporting quality (RQ3)
Political patronage is widely acknowledged as a factor affecting firm performance. As a matter of fact, in corruption-ridden countries (Faccio, 2006) , the degree of firm's political patronage has a strong link with the profitability and the value of the firm (Fisman, 2001 ). Politically linked firms gain a competitive advantage, which arises from preferential treatments received from government. These preferential treatments include the ability to circumvent bureaucratic constraints, access to low-cost capital, tax waivers, as well as monopoly control of an industry (Faccio, 2006) . Moreover, from their rent-seeking behavior, the politically connected receive government-funded projects with low risks, but very high returns.
Further, several empirical studies have shown how the share prices of politically connected firms react to political news. Fisman (2001) studied the return on shares of politically connected firms in Indonesia during President Suharto's last days in office. He found that the return on shares for politically connected firms was lower than for non-connected firms. In another context, Faccio (2006) examined the market reaction to news of officers or controlling shareholders entering into politics and the boards that politicians had just joined. Their findings add further empirical support to Fisman (2001) . First, the study found a significant increase in the corporate value for firms whose officers or controlling shareholders were just joining politics. Second, the stock price of firms increased, either when officers or controlling shareholders were elected as prime minister or when large controlling shareholders entered politics. Johnson and Milton (2003) studied events in the aftermath of the Asian crisis in 1997, observing that connected firms experienced a decline in their share value. However, with the introduction of capital controls in 1998, connected firms witnessed an increase in stock prices.
Despite the performance advantage of connected firm, their rent-seeking behavior worsened the agency problem (Guedhami, Pittman, & Saffar, 2014) . That is because the controlling insiders are eager to reap benefits far exceeding the costs of their rent-seeking activities. As a result, financial information is suppressed. The literature on the role of the political economy in financial reporting provides compelling evidence to support this assertion. In a cross-country analysis, Chaney, Faccio, and Parsley (2011) reported that the earnings quality of politically connected firms was poor due to the incentives of controlling insiders to gain from their rent-seeking activities at the expense of outsiders. The controlling insiders have the incentive to reap benefits that far exceed the cost of their rent-seeking activities. In the process, the controlling shareholders manipulate financial figures. Moreover, because politicians offer protection to connected firms, the management of connected firms is less concerned with the quality of their earnings.
In another study, Bushman, Piotroski, and Smith (2004) investigated the degree of corporate transparency of government-owned enterprises and politically linked companies. Their study reached the conclusion that a negative association existed between stated-owned enterprises and corporate transparency. Their findings suggest that, in the process of concealing their rent-seeking activities, state-owned enterprises reduce their disclosures. Using Indonesian data, Leuz and Oberholzer-Gee (2006) documented that, due to obscurity in the financial statements of connected firms and the need to comply with regulations of foreign markets, connected firms were less likely to raise funds in international financial markets. Guedhami, Pitman, and Saffar (2014) extended the literature on political connection by examining its effect on choice of auditors. They provided empirical evidence supporting the argument that, when controlling insiders in connected firms want to signal to outside investors their commitment to high-level transparency and the absence of rent-seeking activities, they engage the services of a Big 4 audit firm, suggesting that connected firms are associated with high-quality report.
Apparently, the majority of the empirical findings point to the fact that politically connected firms are associated with poor reporting quality. One question that this current study aims to answer is whether regulatory reforms attenuate the negative effect of political connection on financial reporting quality. Three prominent regulatory reforms (i.e., the new code of corporate governance, establishment of FRCN and the adoption of IFRS) greeted the period between 2011 and 2012 in Nigeria. These reforms sought to improve corporate governance and enhance the quality of financial report. However, past literature (Ball, 2006 ) has suggested that financial reporting incentives vary at the country and firm level. Because of these variations, the effect of regulatory reform might not be the same across all industries. At the firm level, the level of managerial discretion exercised by preparers and auditor's acceptance of such control influence the quality of financial reports. Because politically connected firms have unique agency problems, which lead to poor reporting cultures, this study posits that:
H3: The interaction of regulatory changes with politically connected firms will negatively affect financial reporting quality.
The effect of regulatory changes and its interaction with overlapping directorships on financial reporting quality
The board of directors has diverse functions, especially in this new era of regulatory reforms that have added to their responsibilities. Therefore, codes of corporate governance make provisions for the delegation of board functions to various sub-committees to strengthen governance (C. Laux & V. Laux, 2009; Liao & Hsu, 2013) . Two prominent subcommittees of a board with conflicting goals are the audit committee and the compensation committee. Due to the sensitivity of this relationship, codes of corporate governance emphasize their mutual independence. The audit committee oversees the financial reporting process, while the compensation committee adjusts director's compensation package, which is aligned with that directors' specific performance. However, the shortage of independent directors has led to a situation in which members of one committee also sit on other committees in a firm, creating the situation of overlapping directors. In recent times, overlapping director membership has been the subject of policy debate.
Conflicting theoretical arguments exist on the impact of multiple committee memberships with respect to audit and compensation committees. On the one hand, because of the conflicting objectives of the two committees, the recommendation is often made that the two committees be completely independent and have different individuals (Liao & Hsu, 2013 Similarly, Mendez, Pathan, and Garcia (2015), using Australia data, reported that overlapping directorships were beneficial to monitoring effectiveness, most especially in firms in which director's positions are not that time demanding. Recently, Habib, Bhuiyan, and Uddin (2016) investigated the effect of overlapping directorship on financial reporting quality using Australia data. They found that companies that are listed on the Australian Stock Exchange that have common committee membership have better financial reporting quality compared to those companies that do not have. However, the improvement in financial reporting quality experienced by firms with common committee membership is adversely affected by the equity holding of directors with common committee membership. On the other hand, some studies such as that of Liao and Hsu (2013) reported a negative effect of common committee membership on audit committee monitoring. Liao and Hsu (2013) examined the effects of multiple committee membership on corporate governance effectiveness. They documented that common committee membership was prevalent in companies with weak corporate governance, lack of financial resources, and low demand for synergy between the two committees. Further, they reported that firms with common committee memberships had poor earnings quality and were sensitive to pay-for-performance. Their findings suggested that common committee membership had adverse effects on corporate governance effectiveness. Chang, Luo, and Sun In Nigeria, where the lack of independent directors is critical and the performance of audit committees is immeasurable (Adegbite, 2014), audit committee members who also belong to compensation committees are likely to compromise their independence and provide deficient monitoring over the financial reporting process (Higgs, 2003) . The extent to which regulatory reform is able to curb this ineffectiveness is of interest to this current study, most especially, when compelling evidence exists that the beneficial effects of common committee members decline at some point (WanHussin & Bamahros, 2012). In furtherance to the above theoretical and empirical support, the present study posits that:
H4: The interaction of overlapping directorship with regulatory changes will negatively affect financial reporting quality.
RESEARCH METHODOLOGY
Population and sample size
The population of interest for this study consists of all companies listed on the main board of the Nigerian Stock Exchange. However, banks and other financial institutions were eliminated from this study because of the uniqueness in their reporting structure, as well as other severe regulations to which they are often exposed. The choice of publicly listed companies as unit of analysis is explained by the fact that these companies are statutorily required to deliver a copy of their annual reports to the Nigerian Stock Exchange. As a result, the annual reports of publicly listed companies are publicly available, and all information needed for the purpose of this study could be retrieved without duress. In addition, the regulatory changes being investigated only concerned the publicly listed companies. Hence, to draw a valid sample representation, the study obtained the names of all publicly listed companies as at the time of data collection in 2014 from the Nigerian Stock Exchange website. The names form the study's sampling frame. In all, one hundred and eighty-one companies were listed on the Nigerian Stock Exchange at the time of data collection.
However, from the outset, the study excluded 56 financial companies due to their financial reporting characteristics and the additional regulations imposed on companies operating in this sector. In addition, estimating discretionary accruals for firm in this sector is quite difficult (DeFond & Subramanyam, 1998). The exclusion of a firm in financial sector category is consistent with the practice of prior studies (Blankley, Hurtt, & MacGregor, 2012; Mitra, Deis, & Hossain, 2009). Likewise, due to the requirements of the financial reporting proxy adopted in this study, all listed companies operating in sectors with less than ten companies were excluded. Therefore, the study excluded five companies operating in the agricultural sectors, and the study merged companies operating in the different sectors, but with similar operating characteristics to complete the required number of companies. The study also excluded thirty companies with missing annual reports along with those that switched auditors during the study's sample period to avoid issues regarding lowballing and auditor responses to different financial reporting choices (Blankley, Hurtt, & MacGregor, 2012). 
PRESENTATION OF FINDINGS
Industry classification
The final sample comprised 90 firms having the necessary data for analysis over the 6-year period (2008-2013) resulting into 409 observations (unbalanced panel). As shown in Table 3 , the majority of the sampled companies were from the consumer sector (30.81%), followed by the service sector (26.65%), conglomerates (15.89%), industrial goods (15.89%) and natural resources (26.65%). Table  4 provides the univariate analysis of the dependent variables showing the magnitude and level of change in financial reporting quality proxies and audit fees. Panel B of Table 4 presents the mean, minimum, maximum and standard deviation of the independent variables of the two models.
Dependent variables
The financial reporting quality (FRQ) for the full sample period averaged about 10.26. FRQ exhibited an increase from 2.9083 in the pre-regulatory changes period to 16.8203 in the post-regulatory changes period. The t-test revealed a significant difference in the mean FRQ between the pre-regulatory changes period and the post-regulatory changes period (t-value is -2.4452). The mean value is consistent with previous studies like Krishnan (2003) that reported a mean value of 0.08 for absolute discretionary accruals for non-specialist audit and Becker, DeFond, Jiambalvo, and Subramanyam (1998) that reported a mean value as high as 0.129 in their studies.
Explanatory variables
Panel B of Table 4 gives the descriptive statistics of the explanatory variables used in the study. In sum, 52.81% of the firm-year observations were from the regulatory changes period sample, and 47.19% were from the pre-regulatory period sample. The percentage of politically connected firm (POLI) was 60.64% while the percentage of firms having an audit committee member overlap in the remuneration/compensation committee was 39.25%.
Control variables
The average total assets (TA) of the companies in the sample was N27,400 billion ($144,687,265 at $1 = 199.05). The average turnover was larger than in Adelopo (2011), which reported a mean turnover of N19 billion. For the ratio of inventory to total assets, the mean variable was 0.18 times and the standard deviation was 0.15 times. While, the minimum and maximum number of employees of the selected companies' ranges between the values of 100 to 1,454. The mean ratio of return on assets (LAGROA) was 0.05, the standard deviation was 0.28, and the range was from a -1.72 minimum to a 3.41 maximum. The mean of leverage was 1.12, standard deviation was 1.39 and it ranged from a -0.36 minimum to a 15.94 maximum. The average number of business segments (BUSSEG) was 2.87 with a minimum of 1 and a maximum of 7. Sales growth had a mean of 0.01 with a minimum value of -1.21 and a maximum value of 0.75. The mean reported lag (RLAG) was 119 days with a standard deviation of 25 days. The length of audit period ranged from a minimum of 36 days to a maximum of 369 days. The mean cash flow from operating activities scaled by total (CFFO2TA) was 1.73, while the standard deviation was 22.94 and the range was a 0.5 minimum and a 348.89 maximum.
For ownership structure proxies, the average local institutional shareholding (INSTITSHR) was 46.43% with a standard deviation of 27.92 and a minimum value of 0% and a maximum of 98%. With respect to foreign institution share ownership, the mean value was 23.86%, and the stand-ard deviation was 29.65. The average board size (BSIZE) was 8.48; the standard deviation was 2.27 with a minimum number of four directors and maximum of twenty directors. The number of foreign directors (FDIR_) ranged from zero to eight. On average, 5.74% were non-executive directors (NONEXC_) and 0.35% were independent directors (IND_).
On average, Big 4 audit firms audited 66.99% of the observations, while the rest 33.01% were nonBig 4 audit firms. The result illustrates that the Big 4 audit firms dominated the Nigerian audit market. About 60.64% of the firm observations were politically bound, and the rest 39.36% were not politically bound. 39.25% of the companies in the study's observations had directors who were members of both the audit committee and the remuneration committee.
Model estimation
Presentation model estimation result
The assumption in this current study is that the disturbance terms of the variables should be constant across the panel. The Wald test for groupwise heteroscedasticity that tests for the presence of heteroscedasticity for residuals of random effect regression was performed on both the financial reporting quality and audit fees models. The financial reporting quality model without interaction and with interaction resulted in respectively, and both were significant at the 0.01 level. Thus, the results indicated the presence of heteroscedasticity.
In addition, the study uses the Lagran multiplier test for serial correlation in STATA using the xtserial command for autocorrelation in panel data. The null hypothesis assumes no first order serial correlation. For the financial reporting quality model, the test of autocorrelation resulted in F (1, 53) = 19.932 and for the interacting model F (1, 53) = 38.367. Both models were significant at the 0.000 significant levels. Based on the results, this study rejects the null hypothesis of no correlation between error terms. The result suggests the presence of first order autocorrelation in the financial reporting quality model. The autocorrelation result for audit fees model was F (1, 54) = 146.986 and F (1, 54) = 150.495 for the two models. The two models are both significant at the 0.0000 level.
The null hypothesis of no correlation between error terms is accepted indicating that no first order correlation exists in the audit fees models.
A major contribution of this study is the application of the dynamic GMM estimation technique to the financial reporting quality model and audit fees model, as this technique eliminates biases that dynamic endogeneity, simultaneity and unobservable heterogeneity introduce. The test for endogeneity is important, because if the right-hand variables are exogenous, then pooled OLS will more appropriate, as it produces unbiased and efficient results. By implication, GMM can only be applied when unobserved heterogeneity, simultaneity and dynamic endogeneity are actually proven to be present. Because the estimates from pooled OLS and the fixed effects panel will be biased, it is therefore important to ascertain the presence of endogeneity in the audit fees and financial reporting relationship using the Durbin-Wu-Hausman test for endogeneity before applying the dynamic GMM specification.
The results of the test for the two models are presented in Table5. The null hypothesis of exogeneity in the financial reporting quality and audit fees model is strongly rejected at 1 percent for the two models. The implication of this result is that regression fitted on model assuming exogeneity in the regressors will be severely biased. Note: ** and *** denote significance at the 5 and 1 percent levels, respectively, and thus lead to the rejection of H0.
Consequent to the Durbin-Wu-Hausman test for endogeneity of regressor, this study controlled for endogeneity issue using the GMM estimation technique. The GMM technique mitigates the biases of the static panel. The current study reports the results of two-specification test in Table 6 : the AR2 second order correlation, and Hansen/Sargan J-statistic test of the over-identifying restriction. The AR2 test for the two models yields a p-value of 0.70 and 0.73, respectively. Thus, the study cannot reject the null hypothesis of no second order correlation. The null hypothesis for second order correlation states that no second order correlation exists. The Arellano bond test statistic for the two models indicated that no autocorrelation exists in the errors of the two GMM models. The Hansen/ Sargan J-statistic displayed in Table 6 for the two models reveals a p-value of 0.213 and 0.063. The null hypothesis for the Hansen/Sargan J-statistic states that the instrument used in the model was valid. Therefore, the results indicated that the moment condition is correctly specified at the 5% level of significance for the GMM model. 
Discussion of findings
Hypothesis 1 predicted a significant improvement in financial reporting quality after the various regulatory reforms that the Nigerian government embarked upon. The regression results supported Hypothesis 1 that the regulatory changes periods would have a significant effect on financial reporting quality. The coefficient for the regulatory changes periods was significant negative relationship -0.53216 (t = -1.23) using the dynamic panel data that included the lag of FRQ. The results suggest that the various regulatory changes significantly improved the financial reporting quality after the regulatory changes. The result supports the process accountability theory that was discussed in subsection 1.1. According to the theory of process accountability, the expectation of being held accountable encourages subjects to consider carefully the alternatives and employ more analytical techniques (Kennedy, 1993 The argument has been made that principle-based regimes such as IFRS generally limit transaction structuring (Schipper, 2003) , because they have few implementation guidelines and few bright lines (Jamal & Tan, 2010) . Leuz (2010) contended that the use of professional judgement enables managers to convey economic information in the best possible way (Leuz, 2010 Hypothesis 3 predicted a significant negative relationship between the interaction of politically connected firm with regulatory changes and financial reporting quality. The coefficient for POSTPOLI was significant and positive 2.79485 (t = -4.18) using dynamic panel data that included the lag of FRQ. The results support the hypothesis that a politically connected firm would have reduced financial reporting quality in the regulatory changes periods. The present study went further to test whether the reporting incentives of politically connected firms changed in the post-regulatory period. Based on the findings, the incentives of connected firms negatively affected financial reporting quality. The result is consistent with earlier theoretical postulation and empirical studies that examined the financial reporting incentives of politically connected firms. It is theoretically argued that politically connected firms exhibit high agency problem as evidenced in lower quality of accounting earnings reported by politically connected firms (Guedhami, Pittman, & Saffar, 2014) . This is because of their rent seeking behaviour of the controlling insiders. According to Chaney, Faccio, and Parsley (2006) the controlling insiders have the incentive to reap benefits that far exceed the cost of their rent-seeking activities. In the process, the controlling shareholders manipulate financial figures. Moreover, because politicians offer protection to connected firms, the management of connected firms is less concerned with the quality of their earnings.
Hypothesis 4 predicted a significant negative relationship between the interaction of overlapping directorships with regulatory changes and financial reporting quality. The coefficient on POSTOVERLAP was significant and positive 1.8702 (t = -2.78) using dynamic panel data that included the lag of FRQ. The result supports the hypothesis and suggests that firms whose board members serve simultaneously on both the compensation committee and audit committee exhibit poor financial reporting quality in the regulatory changes periods. The results of this study lend support to the theoretical view that, when members serve simultaneously on two board committees with conflicting interests, committee independence and objectivity in decision making are compromised and this heighten agency cost (C. Laux & V. Laux, 2009 ). Ferris, Jagannathan, and Pritchard (2003) asserted that directors holding common memberships have less time for any of the committees, thus shrinking their ability to meet their responsibilities. As a result, the monitoring effectiveness of an independent director with common memberships is negatively affected.
CONCLUSION
The results of this study contribute to the budding literature on the audit market, specifically financial reporting quality, and audit fees. As discussed in the problem statement, there is a widely held belief that regulatory changes influence the quality of financial reports, empirical studies examining the relationship between regulatory changes, reporting quality and audit fees have reported mixed result. A possible explanation for the mixed findings arises from the differences in firm characteristics and country-specific institutional qualities. In addition, endogeneity problem arising from unobserved heterogeneity, simultaneity, and measurement error could also provide a possible explanation for the mixed findings (Roberts & Whited, 2012). Motivated by the regulatory changes in Nigeria coupled with the mixed findings reported by previous studies, this study contributes to the body of knowledge by investigating the moderating effect of firm characteristics (i.e. abnormal audit fees, political connection and overlapping directorship) on the relationship between regulatory changes, audit fees and financial reporting quality. This study provides insights into the limitations of replicating international financial regulatory reforms without considering firm behaviour in localized, weak regulatory settings. In furtherance to Adegbite's (2014) call for a testable hypothesis on the drivers of sound corporate governance practises at the level of the individual firm, this study provides evidence suggesting that, although the financial reforms in Nigeria improved financial reporting quality, factors like abnormal audit fees, political connection and overlapping directorship impacted the process. The results showed that: (1) an auditor independent impairment negatively affected financial reporting quality in the regulatory changes periods, (2) the quality of financial reports deteriorate in the regulatory changes periods for politically connected firms, (3) dual committee board memberships, which influenced audit committee effectiveness in Nigeria negatively and is a bane of Nigerian companies, affected financial reporting quality in the regulatory changes periods. The above findings resonate with previous theoretical arguments that the incentives of individual firms for adequate financial reporting are critical to the success of any regulatory initiative, most especially when applying an international regulatory reform model in a less regulated environment (Ball, 2006; Adegbite, 2014) .
